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ITwoTypesofCorporateAggregates

Article9ofJapan'sAnti-MonopolyActwasrevisedinJune1997, tofinallylift

thebanonpureholdingcompaniesthathadbeenineffectforoverhalfacenturysince

1947whenthelawwasfirstenactedintheaftermathofJapan'sdefeat.Thequestionof

whetherthebanonholdingcompaniesshouldbeliftedhasbeenhotlydebatedforyears ,
buttheprimaryconcernisthatthismightleadtoarevivalofthezαib αtsu andpromote

amoreconcentratedmarketstructure.Thisunusualprovisionstipulatingthat “the esｭ

tablishmentofholdingcompaniesshallbeprohibited"(Anti-MonopolyAct , Article9)

wasenactedinthefirstplacetopreventthereemergenceofthezαib αtsu ， whichhad

enormouscontrollingpowerontheprewarJapaneseeconomy.Yetconsiderabletime

haspassedsincethezαib αtsu weredismantledbytheoccupationforcesrightafterthe

war , andthezαibatsu nolongerexistinpresent-dayJapan.Thespecificobjectsofconｭ

cerninthedebateoverliftingthebanonholdingcompanies , therefore , arethenewcorｭ

porateconglomeratesthathaveemergedafterthewar , theso-calledBigSixcorpor αte

combines.TheBigSixcombineswhoseexistencecannotbeignoredhavebeensubjected

toclosescrutiny , andthedebatescontinueastowhat , ifany , affecttheliftingofthe

banonholdingcompanieswillhaveonthesegiantcorporateaggregates.

ConcernhasthustendedtofocusontheseBigSixcombinesasclassicmanife 迫ta

tionsofJapan'scorporateaggregates.Thesesixhaveattractedwidespreadattention

astypifyingJapanesecorporateconglomeratespartlybecausetheyaredirectlydeｭ

scendedfromtheprewarzαib αtsu andbecausetheyexertsuchanenormouscontrolling

influenceonJapan'seconomy.Yetthereisanothertypeofcorporateaggregateinthe

Japaneseeconomythatweshoulddirectourconcern.Thisisa'corporategroup'that

formsaroundalargeparentcompanyandconsistsofaconstellationofsubsidiaries

andaffiliates.

Lookingcloselyatthecorporateaggregatesthatfiguresoimportantlyinthe

Japaneseeconomy , wecanthusdiscerntwodistincttypes.J)

Thefirsttype , whichisrepresentedbytheBigSixcombines , consistsofacluster

oflargefirmsfromdifferentsectorsoftheeconomythatarelinkedhorizontally.

Mitsui , Mitsubishi , andSumitomoarethreesuchcombinesthataredirectlydescended

fromprewarzαib αtsu andthatsucceededinknittingthemselvesba
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the1950s.Thiswasfollowedbythreeso-calledne ωcomer combines , allofwhicharefiｭ

nancialkeiretsucenteringaroundalargebank.TheseincludeFujiCFuyo)andSanwa

thatemergedinthehigh-speed-growthyearsofthe1960s, andDaiichi-Kangininthe

1970s.Themembersmakingupthesecombinesownstocksineachothers'companies ,
andsetupclubswherethepresidentsofthecompaniesmeet.Theyalsoreinforcesoliｭ

darityasacombinethroughjointinvestmentactivitiesandbyconductingtransactions

withinthecombine.

Thesecondtypeisthecorporategroup , apyramid-shapedaggregateconsisting

ofalargenumberofrelatedcompaniesCsubsidiariesandaffiliates)thataresubordiｭ

natetoalargeparentcompany.Forexample , theToyotaGroupconsistsofsome335

relatedfirmscenteredaroundToyotaMotors , andtheMatsushitaElectricGroupis

madeupofabout670relatedcompaniesundertheMatsushitaElectricIndustrialCo. ,
Ltd.MostofthelargecompaniesthatexistinJapantodayarethecorporategroup

typeofstructure.

UptonowinteresthasusuallytendedtofocusmuchmoreontheBigSixcorpoｭ

ratecombines , butinthismanuscriptequalattentionwillbefocusedonthecorporate

groups.Thisisbecause , aswillbeshownlater , thecorporategrouphascriticallyimｭ

portantsignificanceforproperlyunderstandingthenatureofJapan'scorporateaggreｭ

gates.

Bothofthesepatternsofcorporateorganization-thecorporatecombineand

corporategroup-aredistinctivelyJapaneseincertainrespects , andthispaperwill

highlightsomeofthewaysinwhichtheyaredistinguishedfromindustrialgroupingsin

othercountries.Iwillalsoaddressthesubcontractingsystem , marketingchannelarｭ

rangements , andotheraspectsofthepeculiarlyJapanesekeiretsubusinessrelations.

II CorporateGroups

Letusbeginwithcorporategroups , atypeofconfederationinwhichaconstellaｭ

tionofsubsidiariesandaffiliatesarelinkedtoalargeparentcompany.Howaresuch

groupingformed , andwhataretheirspecificattributes?

Certainlythepatternofalargeparentcompanywithaffiliatesisnotconfinedto

Japan.Indeed , corporategroupsaresimilarlyformedinvariouscountriesaroundthe

globethroughtheestablishmentofsubsidiariesandaffiliatesattachedtolargecomｭ

panyatthecenterofthegroup.YetacloseexaminationwillrevealthatJapanesecorｭ

porategroupsaredistinctiveinanumberofrespects.

ThefirstdistinctiveattributeofJapanesecorporategroupsistheinordinately

largenumberofrelatedcompaniesthataregenerallyinvolved.Table1showsthenumｭ

berofrelatedcompaniesforthe20largestfirmsintermsoftotalassets.Mostofthe

groupshaveinexcessofseveralhundredsatellitefirms.Severalparentcompanies , in
fact , haveoverathousandsatellites , andtheaveragenumberofrelatedcompaniesfor

theentiregroupis522.

Ifweexpandthelistfrom20tothe50largestfirms , 40ofthecompanieshave100

ormoresatellites , 29have200ormore , and11have500ormore.Theaveragenumber
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Table1RelatedFirmsoftheTop20CompaniesbyAssets (995)

subsidiaries affiliates total

1.TokyoElect.Power 30 18 48
2.NTT 146 74 220
3.ToyotaAuto. 196 139 335
4.Hitachi 858 198 1,056

5.MitsubishiCo. 546 411 957
6.Matsushita na na 670
7.Mitsui&Co. 473 269 742
8.NissanAuto. 550 150 700
9.MarubeniCo. 514 236 750
10.JREast 144 39 183
11. ItochuCo. 726 335 1,061

12.KansaiElect.Power 31 17 48
13.ChubuElect.Power 24 14 38
14.Toshiba 535 154 689
15.SumitomoCo. 349 234 583
16.NisshoIwaiCo. 336 160 496
17.Orix 10υc; 47 152
18.NipponSteel 248 191 439
19.Sony 901 49 950
20.NEC na na 320

source:TheFairTradeCommittee , TheReportontheEconomicConcentr αtwn

39

ofrelatedfirmsforthetop50corporategroupsis331.ItisapparentthatJapanesecorｭ

porategroupsarecharacterizedbyanunusuallylargenumberofrelatedcompanies.

TheseconddistinctiveattributeofJapanesecorporategroupsisthewayin

whichtheyareformed.Inotherwords , bywhatprocessissuchalargeconstellationof

satellitesformed?

Insomecases , (1)firmsbecomesatellitesofalargercompanythroughtheacquiｭ

sitionofsharesorthroughacapitalcontributionbytheparentcompany.Thisprocess

ofbeingconscriptedintothegroupthroughmergerand/oracquisitionisauniversal

phenomenonthatcanbeobservedaroundtheworldandindifferentperiods.Asecond

waythatsatellitesareformedis(2)throughsplittingoffadivisionoftheparentcom ・

panytoestablishaseparatecompany.Thisiscommonlyreferredtoasspinningoffa

divisionofthecompany.Comparedtothefirstmethodwhichisadirectandproactive

extensionoftheparentcompany'sauthorityandpower , thesecondmethodissimply

achievedthrougharestructuringofthecompany.Generallyitinvolvesnothingmore

thansplittingoffadivisionandrelabelingitasubsidiary.Theimportantpointtonote

isthatthispracticeofspinningoffadivisionofthecompanytoestablisharelated

companyisexceedinglycommonplaceinJapan.ThefactthatJapanesecorporate

groupshavesuchalargenumberofsatellitescanalsobeattributedforthemostpart

tothepracticeofspinningoffdivisionsoftheparentcompany.

Convertingcorporatedivisionstosatellitecompaniesisgenerallyrationalizedas
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ameansofdecentralizingbusinessoperations.Businessorganizationsinevitablybeｭ

comeflabbyastheygrowinsize.Internalinefficiencybecomeshardertoavoid(someｭ

timesreferredtoaslargeenterprisedise αse) thustriggeringaneedfordecentralizaｭ

tion.Themulti-divisionalsystemiswidelyknownasawaytodecentralizebusiness

operations , andthisapproachbegantobeimplementedinJapanesecompaniesinthe

1960s.Meanwhile , thepracticeofspinningoffdivisionstocreatesatelliteswasalso

veryprevalentduringthissameperiod.Itisgenerallyanticipatedthatthisstrategyof

spinningoffdivisionalunitstoestablishseparatesubsidiarieswillpromotefurtherdeｭ

centralization.Weareevenseeingcaseswheredivisionsthemselvesaredividedand

separatedoffasindependentsubsidiariestopursuedecentralizationevenfurther.Yet

thedivisionisaconvenientunittospinoffsinceitisalready , bydefinition , adecentralｭ

izedunit.Itisfairlycommontoobservethat , byliberatingadivisionintheformofa

separatecompany , businessoperationsarefurtherexpandedwhileforgingnewrelaｭ

tionswiththeparentcompany.

HoweverinJapan'scase , thecorporateunitsthataresplitoffarenotmerely

confinedtolarger , autonomousdivisionalunits.Indeed , oneofthedistinctivethings

aboutthistacticasitisappliedinJapanisthatitisoftenthesmaller , non-autonomous
operationalunits-amereplant , salesoffice , servicedepartment , andsoon-thatisset

upasasatellite:amanufacturingplantisincorporatedasamanufacturingsubsidiary ,

andsalesandservicedepartmentsarereorganizedassalesandservicesubsidiaries.The

factthatJapanesecorporategroupshavesuchalargenumberofsatellitescaninlarge

partbeattributedtothisaggressivepolicyofspinningoffcorporateunitsdowntoa

fairlyloworganizationallevel.

ThisraisesthequestionofwhyJapanesecorporationsgototheeffortofspinｭ

ningoffdivisionsthatalreadyhaveafairdegreeofdecentralizedautonomywithinthe

corporateorganization , andwhytheyspinoffsuchsmallnon-autonomousdivisions

andsetthemupassatellites.

OnereasonthatdivisionsarecommonlyspunoffisthatdivisionsofJapanese

firmsdonotnecessarilyhaveashighadegreeofdecentralizedautonomyasonemight

expect.Inprinciple , divisionsaredecentralized , autonomousprofitcenter ,s withse
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Thestrategyofspinningoffdivisionsandevensmallerunitshasthusbeen

adoptedinJapanasadeliberatemeanstominimizetheinevitableinefficiencythatacｭ

companiesthegrowthoflargercorporations.

Corporategroupsobserveahorizontaldivisionoflaborbetweentheparentcomｭ

panyanditsmanysubsidiariesandaffiliates.Regardingtherolethatsatellitesareexｭ

pectedtoshoulderinthegroup , thefollowingobservationscanbemadeintermsofits

relevancytotheprimaryworkoftheparentcompany.Thereareessentiallytwopatｭ

ternsofthewayinwhichsatellitessupportthegroup:(1)thesatelliteisputincharge

ofatypeofoperation(e.g. , aparticularproductline)thatisadimensionoraspectof

mainlinebusinessoftheparent , or(2)thesatelliteplaysaverticalsupportiveroleto

themainlineworkoftheparent , suchassupplyingparts , sales , ortransportandsoon.

Satellitesofthefirsttypegenerallyarelargeinscaleandhavearelativelyhighdegree

ofautonomy , whilesatellitesofthesecondtypehaveahighdegreeofdependenceonthe

parent.Therearemanyinstancesinthelattercase , wherevirtuallyallofthesatellite's

transactionsarewiththeparentcompany.

Whatboththesepatternshaveincommonisacorporategroupthatisformedas

asingleorganicconglomeratecenteringaroundtheparentcompany'sprimarylineof

business.Bysheddinglargeandsmalloperationalunitsoneafteranotherandreapporｭ

tioningthedivisionoflaboramongtheresultingconstellationofsubsidiariesandafｭ

filiates , Japan'scorporategiantshaveeffectivelytransformedthemselvestoexercise

controlintheformofacorporategroup.Inshort , today'scorporategi αnts havereｭ

shapedthemselvesascorpor αte groups.Thereasonwhycorporategroupstoproject

themselvesassinglecorporatebodiesinwhichfinancialaffairsarewhollyinterconｭ

nectedattributestothattransformation.Thehistoryofacorporation , moreover , is
notjustthatoftheparentcompany;butrathermustbegraspedasthehistoryofthe

groupasawhole.

OnefinaldistinctiveattributeofJapan'scorporategroupsthatweshouldtouch

onhereisthewidelyvaryingratiosorpercentagesofstockinrelatedfirmsthatare

heldbyparentcompanies.Itgoeswithoutsayingthatasubsidiaryisdefinedas50perｭ

centorgreaterstockholdingbytheparent , andanaffiliatedcompanyisdefinedas20

to50percen
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ill TheBigSixCorporateCombines

NowletusturntotheBigSixcorporatecombines.TheseBigSixarecomposed

horizontallyofJapan'slargecorporations.Onewillobservethatallsixcombinesare

similarinthattheyallincludeeachcitybankandtrustbank , eachinsurancecompany ,
eachSogoShosha(generaltradingcompany) , andvariousmanufacturingandservice

businesses.InJapanthisisreferredtoastheone-setstructure.Incontrasttothecorｭ

porategroupsweexaminedintheprevioussectionthatconsistofaconstellationof

subsidiariesandaffiliatesinaparticularindustrialfieldcenteringaroundalargeparｭ

entcompany , thecorporatecombinesaremadeupoflargecompaniesacrossvarious

diversesectors.

Membershipinacorporatecombinemakesoneamemberofaso-calledpresiｭ

dents'club.Thenumberofcorporatemembersofthesepresidents'clubsvariesfrom20

forSumitomo'sRα kusu i Kαito 48forDaiichi-Kangin'sSα nk in Kα i， andthetotalforall

oftheBigSixcombinesis181members.These181firmsrepresent7.4percentofthe

2,430 firmslistedonstockexchanges , andamere0.007percentofJapan'sallcorporaｭ

tions , buttheirfinancialcloutisdisproportionatetotheirnumbers.Arecentsurvey

foundthat , excludingthefinancialsector , these181companiescontrol15.3percentof

thecapitalstocks , 12.5ofthetotalassets , and13.8percentoftotalsalesforthenation.

ThememberfirmsoftheBigSixcorporatecombinesthushaveenormousimportance

intheJapaneseeconomy.

ThreeoftheBigSi立X

Thesethreeforerunnersaredirectdescendantsofzαib αtおsu thatwerebrokenupbythe

occupationforcesaftertheWorldWarIT.Inotherwords , threeoftheoldprewar

Table2 TheCross-shareholdingMatrix

S. S.TrustIS. S. S. S. S. S. S.
Bank Bank Life 恥l ar ine Co. Coal ConstruForest Chemic

S.Bank ﾗ 3.2 5.4 1.8 1.7 0.0 a日u 0.1 1.1

S.TrustBank 2.3 ﾗ 3.2 1.5 1.8 0.0 0.0 0.2 1.1

S.Marine 4.4 4.8 3.2 ﾗ 2.2 0.1 0.1 0.1 1.2

S.Co. 4.8 5.5 5.2 3.1 ﾗ 0.1 0.0 0.3 1.6

S.Coal 4.8 5.7 1.7 2.4 3.4 ﾗ 0.8 2.5

S.Constru 4.4 2.0 4.4 1.4 0.7 1.5 ﾗ 0.6 1.1

S.Forest 4.6 5.9 5.1 2.5 0.1 0.4 ﾗ

S.Chemical 4.7 6.3 8.0 1.4 1.1 0.0 0.1 0.1 ﾗ

S.Bakelite 4.6 8.6 4.0 1.3 1.7 0.3 0.4 21.0

NikonSheetGlass 4.5 5.3 3.8 2.3 1.6 0.1 0.1 1.2

S.OsakaCement 3.8 4.5 4.4 1.6 0.8 0.4 0.3 0.6

S.Steel 3.4 6.3 4.7 1.3 0.0 0.0

S.Metal 4.5 7.4 3.3 1.4 2.4 0.1 0.2 0.3

S.LightMetal 4.7 4.4 2.8 1.4 2.7 1.3

S.Electric 4.0 5.6 6.4 0.7 0.0 0.0

S.HeavyMachine 4.6 6.4 5.5 2.5 1.8 0.1 0.1 0.1

NEC 4.8 5.1 4.8 2.5 1.9 0.0 0.0 0.1 0.4

S.Estate 3.4 3.7 1.7 1.6 0.5 0.0 0.2 0.4

S.Warehouse 5.0 6.6 5.9 5.4 2.4 0.3 0.2 1.5
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zα ibα tsu thatwerestrippedoftheirfamilyholdingcompaniesbytheoccupation

authoritiesintheaftermathofthewarreemergedinchangedguiseandhaveflourished.

Subsequently , threenewcomercombinesemergedduringandaftertheperiodof

rapideconomicgrowthinthe1960s-Fuyo , Sanwa , andDaiichi-Kangin-andbegan

pursuingtheforerunners.Anumberoftheotherprewarzαib αtsu (e.g. , Yasuda , Asano ,
Furukawa , andKawasaki)andsomeofthene ωkonzerns thatemergedinthe1930s

couldnotapproachthescaleofthethreefront-runners , soknittogetheragroupof

companiesasnewcomercombinecenteringaroundamajorcitybank.Thisway , they
wereabletoeventuallyputtogetherunitsoffinanciallineage(keiretsu)thatrank

alongsidethethreefront-runnersdiscussedearlier.

CorporatemembersoftheBigSixcombinesengageinsharedinvestmentsand

conducttransactionsamongthememberfirms.Theprimarypivotsholdingthesememｭ

berfirmstogetherasacoherentcombineisinterlockingshareholding , andthepresiｭ

dents'clubssymbolizethiscohesion.

Oneofthemainpurposesofmutualstockholdingisstabilizeshareholding-that

is , preventtakeoverbids-andagrid-shapedpatternofshareholdingamongthememｭ

bercompaniescanbeobserved.Currently , therateofmutualshareholdingis27.3perｭ

centforMitsubishi , and22.2percentforSumitomo.Table2showsadetailedbreakｭ

downofmutualstockholdingamongSumitomo'smembercompanies.Itiscommonly

observedthatthisphenomenonofinterlockingshareholdingamongmemberfirmsisa

keydistinguishingfeatureofJapan'scorporatecombines.Weshouldnotehowever

that , whilemutualshareholdingiscertainlyamarkedcharacteristicofthethreeforeｭ

runnercombines , itismuchlessevidentinthethreenewcomercombines.Forexample ,

theratioofmutualshareholdingisonlyabout15percentfortheFuyoandSanwa's

ofSumitomo'sHakusuikai (1996,%)

S. S.O. S.O. S. S. LMigethatl S.
MHeaacvhylneNEC S. Ware-

TotalBakel Glass Cement Steel Metal Electric Estate house

0.2 0.9 0.4 0.8 0.4 1.0 0.2 1.1 0.1 0.2 18.6

0.5 1.1 0.5 0.8 1.2 0.0 1.7 0.3 2.6 1.5 20.3

0.3 1.2 0.3 0.6 1.0 0.8 0.6 1.8 0.1 0.8 23.5

0.3η 1.0 0.4 1.6 1.7 1.0 0.8 3.4 0.1 0.4 31.5

1υ内 3.4 2.1 1.7 4.2 0.2 33.9

0.6 2.3 4.2 1.0 0.2 24.3

0.4 0.2 0.3 7.9 0.2 1.4 0.1 29.1

0.1 0.3 0.3 0.1 0.2 0.3 0.2 0.0 0.2 23.4

ﾗ 1.2 0.5 0.6 1.3 0.4 0.1 45.9

0.5 ﾗ 0.9 0.3 0.6 0.5 0.2 22.0

0.3 0.6 ﾗ 0.5 0.8 1.6 0.0 20.2

0.1 0.1 ﾗ 0.5 0.3 0.1 0.6 0.1 0.1 17.7

0.3 0.7 0.5 ﾗ 1.0 0.3 2.3 0.1 0.1 24.9

0.4 22.8 0.9 ﾗ 0.8 0.6 0.8 0.2 43.8

0.1 0.1 0.2 0.8 ﾗ 0.1 2.2 0.1 20.3

0.5 1.3 0.4 0.7 0.7 ﾗ 0.3 24.7

0.1 0.2 0.1 0.4 1.0 1.9 0.1 ﾗ 0.0 0.2 23.6

0.2 oヴt 0.1 0.4 0.3 ﾗ nυ 5 13.7

0.1 0.8 1.5 0.6 0.9 3.9 0.7 ﾗ 35.7
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membercompanies , andaslittleas11percentfortheDaiichi-Kangin's.Furthermore ,

inthecaseofthethreenewcomercombines , theinter-corporateshareholdingtendsto

beconfinedtothefinancialinstitutionsmakingupthecoresthesecombines.Weshould

thusbecarefultonotoverstatethesignificanceofinterlockingshareholdingasacomｭ

moncharacteristicoftheBigSixcombines.Herewewouldalsonotethatmutualstockｭ

holdingisnotjustconfinedtotheBigSix;rather , itisacommonphenomenonthatis

widelypracticedinJapantocementtiesbetweencompanies.Furthermore , theratiosof

mutualshareholdingandintra-grouptransactionshavebeentrendingdownwardinthis

long , drawn-outperiodofrecessionandclimateoffinancialinstability.

Thepresent-daypresidents'clubs , meanwhile , havelittleauthorityandservepriｭ

marilyasaforumforcoordinatinggroup-affiliatedactivitiesandexchanginginformaｭ

tion.Theynolongerhavetheroleoftheirprewarpredecessorsasacontroltowerexerｭ

cisingauthorityonbehalfofthezαib αtsu main.Inshort , thepresidents'clubsnolonger

activelyinterveneintheimportantdecisionsofindividualmemberfirmsordetermine

strategyforthecombineasawhole.Fromtheoppositeperspective , thismeansthat

memberfirmsenjoytotalandunfettereddecision-makingauthoritytoruntheirrespec 巴

tivebusinessesastheyseefit.TheBigSixcorporatecombinesoftodayareamuch

looserkindofconfederationcomposedoflargelyautonomousandself-directedcompaｭ

nies.Thisrepresentsadecisivedifferencewiththeoldprewarzαib αtsu inwhichthe

zα ibα tsu maindidexerciserealcontroloveritsmemberfirms.Aswasmentionedearｭ

lier , thethreeforerunnercombinesaredirectlydescendedfromthreeofthemostpowｭ

erfulprewarzαib αtsu. Therefore , thesethreearesaidtoexhibitasomewhathigherdeｭ

greeofcohesivenessthantheotherthreecombines , butinfactthereislittledifference.

Indeed , oneviewholdsthat , asidefromtheinitialphasewhenthesecombineswerefirst

launched , today“ they cannolongerbeconsideredbusinesskeiretsu." “ Regar ding them

asagroupofdescendantswithacommonancestorwouldbeclosetothemark."

IVTwoTypesandTwoLevels

IhavediscussedthetwomajorpatternsbywhichJapan'spostwarcorporateagｭ

gregatesareorganized , buthowarethesepatternsinterrelated?Althoughthetwopatｭ

ternsarecompletelydifferentintermsofstructureandformoforganization , inthe

pasttheyhavenotnecessarilybeenclearlyandqualitativelyclassified.Indeed , wefind

thatinmostcasesthetwopatternsaretreatedasiftheywereparallelandhomogeｭ

nous.For example , inJapan'sPostw αr Corpor αte Groupspublishedin1976 by

YoshikazuMiyazaki , oneofthefirststudiestoobjectivelyexamineJapan'sBigSix

combines , theauthorsoughttodevelopaquαntitαtive objectivecriteriaformeasuring

thedegreeoflinkagebetweencompanies , soqu αlit αtive differencesweresimplynotadｭ

dressed.Thegroupswerearrangedjustinorderofscaleratherthanbypatternortype ,

soanassortmentofbank-centeredandmanufacturing-orientedgroups(suchasToyota

MotorsandMatsushitaElectric)followedinparallelaftertheBigSix.Onefindsthe

samethingintheannualCorpor αte KeiretsuRevie ω : theBigSixareattheheadofthe

list , butarefollowedbyahostofundifferentiatedindependentcorpor αte groups.Here
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again , thequalitativedifferencesamongthegroupsisnotconsidered.Ofcourse , itis

perfectlyalrighttoarrangethegroupsaccordingtoscaleifweareonlyconcernedwith

theexternalappearanceofthegroups.

Therehavebeenseveralstudiesthatdefinitelydomakeissueofthequalitative

differencesbetweencorporate aggregates , andattempttodifferentiatethe two.

HiroshiOkamura'sstudyofJIαpαn 's BigSixCombinespublishedin1976isacasein

point , inwhichtheauthordifferentiatestwotypesofgroups:verticalkeiretsuand

horizont αl groups.Vertic αl keiretsudesignatecorporategroupstructureswithaparｭ

entcompanyatthepinnacle , whilehorizontalgroupsrefertocorporatecombineswith

lateraltiesamongthemembercompanies.Thistypologyofverticalversushorizontal

hasbeenusedextensivelyinrecentyearsasanintuitiveandeasy-to-graspschemafor

representingthequalitativedifferencebetweencorporateaggregates.

However , itisimportanttopointoutthatthistypologyisnotcompletelyadeｭ

quate.Althoughitisperfectlyfinefordifferentiatingbetweenthetwopatternsof

groups , itdoesn'tsayanythingabouttherelationbetweenthetwopatterns.Weobｭ

servedearlierthatlargepresent-daycorporationsdonotconsistofjustaparentcomｭ

pany;rather , theyexistasasinglecorpor αte grouptogetherwithalargenumberof

subsidiariesandaffiliates.Ontheotherhand , wealsoexaminedtheBigSixcorporate

combineswhosemembersaregiantcorporationsintheirownright.Butherewewould

underscorethatthesegiantcorporationsmakingupthecorporatecombinesoftheBig

Sixarealsoparentcompanieswithaconstellationofsubsidiariesandaffiliatesoftheir

own.ThiswasillustratedinTable3showingthe20corporatemembersofHakusuikai ,
thepresidents'clubofSumitomo.Itisthusapparentthatthemembersofcorporate

Table3 RelatedCompaniesofHakusuikaiMembers

Parentcompanies

SumitomoBank
SumitomoTrustandBanking
SumitomoMarineandFireInsurance
SumitomoCorporation
SumitomoCoalMining
SumitomoConstruction
SumitomoForestry
SumitomoChemical
SumitomoBakelite
NipponSheetGlass
SumitomoOsakaCement
SumitomoMetal
SumitomoMetalMining
SumitomoLightMetal
SumitomoElectric
SumitomoHeavyMachine
NEC
SumitomoRealtyandDevelopment
SumitomoWarehouse

Related
compames

49
15
27
503

50
31

37
172

40
152

88

287

75

40

199
125

235

54

36
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combinesarethemselvesparentcompanieswithnumerousrelatedcompanies.Ifthisis

so , thenthemembersmakinguptheBigSixcombinesshouldbeapprehendednotso

muchascorporateparentcompaniesbutratherascorporategroupsincludingacluster

ofrelatedcompanies.AlthoughtherealityisthatthemembersoftheBigSixarenot

corporationsbutcorporategroups , thisiscompletelyoverlookedbythevertical/horiｭ

zontaldichotomy.

WehaveseenthatJapan'slargestcorporationsassumetheformofcorporate

groups , andthatanumber(181tobeexact)ofthesegiantcorporations(i.e. , corporate
groups)areatanevenhigherlevelmakingupJapan'sBigSixcorporatecombines.Ifwe

adoptavertical/horizontaldichotomy , thenallorganizationsareforcedtofitintoeiｭ

theronetypeortheother , anddifferentlevelsofstratificationforthetwopatterns

cannotberepresented.WefindthattherearenotjusttwotypesofJapanesecorporate

groupings;butratherthatthereisatwo-levelhierarchicalrelationshipatworkaswell.

TherelativeimportanceoftheBigSixintheJapaneseeconomywasdescribed

earlier.However , thosefigureswerecalculatedassumingthatthemembersweremonoｭ

lithiccorporations.MostdataregardingtheBigSixuptonowhasbeencalculatedon

theassumptionthatthemembersarejustparentcompanies(membersofapresidents'

club).Buttotheextentthattoday'scorporationsarereallyaformofcorporategroup ,

thatdatadoesnotaccuraterepresentthetruestateofaffairs.Amarkedlydifferent

pictureemergesifwerunthefiguresagainredefiningthemembersascorporate

groups.Nowwefindthattheycontribute0.28percentoftheJapan'sallcompanies , 19.3
percentofcapitalstocks , 16.7percentoftotalassets , and18.4percentofsales.

V CorporateBoundariesandKeiretsu

The20thcenturymaywellberememberedasthe“ age ofgiantbusinesscorporaｭ

tions."Mostofthegiantbusinesscorporationsinthekeyindustrialnationsemerged

throughtheconcentrationofeconomicpowermadepossiblebythetrustmovement ,

mergerandacquisition , orbyadoptingtheformofholdingcompany.Inthiseraofsoｭ

calledmonopolycapitalism , largebusinessenterprisescametodominatethroughthe

concentrationofcapitalandeconomicpower.

Theemergenceofgiantbusinesscorporationshoweverisnotnecessarilymerely

theresultofcompetitionandcooperationwithotherlargeenterprisesinthemarketｭ

place , butcanalsobeattributedtotheinternalfunctionalintegrationoforganizations

ascorporationsevolvedandgrew.Tracingthehistoryofhowbusinessorganizations

haveevolvedsofar , anumberofobservationscanbemade.Atonetime , companies
werespecializedinoneparticularfunctionalcapacity;manufacturingcompanies , for
example , werespecializedinthefunctionofmanufacturing.Inordertosellthecomｭ

pany'sfinishedproducts , theywereturnedovertoaseparatesalescompany , because
themanufacturingcompanyitselfdidnotpossessthesalesfunction.Butasmorespeｭ

cializedproductknowledgecametoberequiredtosupportsalesactivitiesandother

changesoccurred , themanufacturingcompanygraduallybegantotakeonthesales

functionitself. Similarly , themanufacturingcompany gradually takes over the
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procurementofitsownrawmaterials , althoughthistaskhadprobablybeenhandledby

acompanyspecializedinrawmaterialsprocurementatanearlierstage.Inother

words , therehasbeenagradualevolutionawayfromdependenceotherexternalcompaｭ

nies(inter-corporatedivisionoflabor)towardinternalizationorintegrationofdifferｭ

entfunctionswithintheorganization.Itwasthisprogressiveinternalizationofcorpoｭ

ratefunctionsthatgavebirthtothemodernbusinessenterprise 2
) , andthateventually

resultedinthe“ er a ofbigbusiness"asbusinessescontinuedtoexpandinscale.

Thisraisesthequestionofwhatdeterminesthesizeandtheboundariesofcomｭ

panies.ThisispreciselytheissueaddressedbyR.Coasebackinthe1930s.Byinquiring

whytheorganizationofthefirmevolvesinthevastseaofthemarketandwhatdeterｭ

minesthesizeoffirms3) , ProfessorCoaseopenedupawholenewareaofeconomicinｭ

quiry , thetheoryofthefirm.

However , insteadoffocusingonthenaturalboundariesofindividualcompanies ,
todayamuchmoreinterestingpointofcontentionistheboundariesthatoccurbeyond

individualcompanies-thatis , theboundariesofcorporategroupsorkeiretsu.HereI

refertobound αries notinthelegalisticsense , butratherintheeconomicsenseofthe

word.Forexample , theboundariesofasinglebusinessenterprise(i .e., ajoint-stock

corporation)isveryclearlydefinedlegally , butaswesawearlier , today'slargebusiｭ

nessenterpriseisoftenanorganicbusinessentityconsistingofaclusterofsubsidiaries

andaffiliates;inshort , thesebusinesseshavebecomecorporategroups.Notetoothat

manyoftheserelatedcompanieswereonceintegraloperatingunitsoftheparentthat

weresubsequentlyspunoff.Andonceaunitisspunoff , thecontrolrelationshipbeｭ

tweenparentandrelatedcompanyisredefinedasacorporategroup.Or , toputitanｭ

otherway , newgroupsareformedbyqu αsi externalizingthecompany'sowninternal

operatingunitsinlinewithanaggressivestrategyofsplittingoffsatellites.Withthe

establishmentofcorporategroups , Japan'scorporategiantshavethusredefinedthe

boundariesofthefirm.

Inaddition , thereisanotherprevalentpatternofcorporategiant(corporate

group)inJapaninwhichtheparentissurroundedbyahostofexternalsubcontractors.

MoreoverseveralJapan'scorporategiantshavetheirowns

2)A.D.Chandler.J r. , TheVisibleHαnd. HarvardUniversityPress.1977.

3) R.H.Coase, “ The NatureoftheFirm"Economic α， 1 937 .
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Table4 BoundariesofFirm

keiretsu.

WesawearlierthatsomelargefirmsinJapanevolveintocorporategroupsby

quasiexternalizingitsowndivisionsandotherinternalunitsbyspinningthemoff.In

othercases , externalsubcontractorsanddealersarequasiinternalizedwhentheyare

virtuallyabsorbedbyamainmanufacturingcompany.Anintermedi αte-type org αnlZ α

tionisthusmobilizedinwhichthesuppliersanddealershipsoccupyagrayzone , neither

internalnorexternal.TheboundariesofJapan'slargebusinessfirmscanthusberepreｭ

sented , asshowninTable4, asaseriesofwideningconcentriccircleswiththefirm(corｭ

poration)inthecenter , thecorpor αte groupforthenextring , andthekeiretsuforthe

outerring.TheflexiblecorporatestructureoftheJapaneseeconomythusessentially

consistsofproperlyapplyingasortofvaguelydefinedcorporateboundariestomeet

theparticularneedsoftimeandplace.

VI LiftingtheBanonHoldingCompanies

TheprevailingpatternsofJapan'scorporategroupingdiscussedinthispaper

havebeenseverelyshakenbytheextendedeconomicrecessionandfinancialuncertainty

thathascontinuedthroughthelatterhalfofthe1990s.Inthiscontext , theeffectsofreｭ

movingthebanonholdingcompaniesthatwasaccomplishedbythe1997revisionofthe

Anti-MonopolyActcannotbeignored.

AnearlysymbolicindicatorofchangestotheBigSixcorporatecombinescanbe

seenintherecentmergerofMitsuiandTaiyo-KobeBanksin1992.Theyadopted

‘Sakura ' asthenameofthenewbank , thusbreakingwiththeverytraditionalnameof

‘Mitsui ' . Thenin1996, theTokyo-MitsubishiBankwasformedthroughamergerofthe

MitsubishiandTokyobanks , andtheyadoptedarosemotifforthenewcorporatelogo

insteadofthefamiliar “ three-diamond " Mitsubishilogo.While both 乱1itsui and
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Table5 TheRateofCross-shareholding
(%)
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Combine 1975 '80 '85 '90 '95 '97

Mitsui 17.5 17.6 17.9 16.5 16.3 15.1
Mitsubishi 27.8 29.3 25.2 26.9 26.9 27.3
Sumitimo 25.9 26.7 25.0 24.7 22.3 22.2

Fuyo 13.8 16.3 15.8 15.4 14.1 15.5

Sanwa 14.1 16.8 16.8 16.4 15.7 15.8

Daiichi 14.2 14.1 13.3 12.1 11.5 11.3

average 18.9 20.6 19.0 18.7 17.8 17.9

MitsubishiBankhaveservedasacorememberofrespectivecorporatecombines , a

long-standinghistoricalsymbolwaschanged.

Anotherinterestingrecentdevelopmentcanbeseeninthemembershipofpresiｭ

dents'clubs.Thespateofrecentlarge-scalemergersinthecement , paper , andtransｭ

portationindustrieshaveledtoconvolutedoverlappingmemberships.Onecanseethat

thenumberofcompaniesthataremembersofmultiplepresidents'clubshassuddenly

becomeverynoticeableinthelastfewyears.Initiallythisphenomenonwasconfinedto

thenewcomercombines , butnowwearebeginningtoseecasesofoverlappingpresiｭ

dents'clubmembershipsintheoldguardforerunnercombinesaswell.

Reducedratiosofmutualshareholdingamongcombinemembershasalsodrawn

closeattentioninthelastfewyears.ThistrendisshowninTable5.Althoughaclear

downwardtrendisnotyetapparent , amajorchangebegantooccur justin1997and

1998.Inthemidstoftheon-goingfinancialcrisisandsluggishstockprices , long-term

relationscementedbymutualshareholdingsuddenlybegantowaver.AccordingtoToｭ

kyoStockExchangefigures , thevolumeofsellingonbalanceatthestockexchangein

1998was ￥9 .419 billionforbanksand￥1. 1 76 trillionforotherbusinesses , foratotal

ofmorethan￥2 trillion.Thisexceededtheprevioushighfrom1997of￥1. 567 trillion

byasubstantialmargin.Whathappenedisthatthefinancialinstitutionsstartedsellｭ

ingofftheircorporatesharesinanefforttoliquidatetheirenormousbaddebt.This

forcedthecompfl.niesinturntosellofftheirsharesinthefinancialinstitutions , thus

settingoffachainreactionthathasseverelystrainedtheprevailingrelationscemented

byinterlockingshareholding.

Anotherdevelopmentthatispredictedtohaveanenormousimpactonthefuture

structureofJapan'scorporatecombinesistheenactmentoftheFinancialHolding

CompanyActattheendof1997, followingtherevisionofArticle9oftheAntiｭ

MonopolyLaw.Withthisact'senactment , thescenarioofgroupingacorporatecomｭ

bine'sfinancialinstitutions-citybanks , trustbanks , insurancecompanies , etc.-unde
rasinglefinancialholdingcompanyisbeginningtosoundlikearealpossibility.Asthe

barriersbetweendifferentfinancialsectorsbegantocomedownin1993, financialcomｭ

paniesbegantoentereachothers'areas.However , atthattimetheysoug
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recentpassageoftheFinancialHoldingCompanyAct , theimpactofbeingableto

groupallalargecombine'sfinancialinstitutionsunderasingleholdingcompanyisimｭ

mense.Thisisbecausemutualshareholdingwithfinancialinstitutionsincorporate

combineshasplayedakeyrole , andhasbeenpivotalinmaintainingthesolidarityof

thecombine.

WeobservedearlierthatJapan'sgiantcorporatecombinesaremadeupoffairly

looseconfederationsoflargeautonomouscompanies.Thereisnocentralcontroltower

tellingthememberwhattodo , andthevariousmembercompanieshaveroughlyequivaｭ

lentstatusandexerciseindependentdecision-makinginrunningtheirownbusinessesas

theyseefit.Butnowwiththeestablishmentoffinancialholdingcompanies , financial

institutionswillbeabletorally together , andtherebysubstantiallyincreasetheir

powervis-a-visthenon-financialcompanieswithinthecorporatecombine.Another

veryinterestingdevelopmentistherecentphenomenonofcorporatecombinessupportｭ

ingtheirfinancialinstitutions.Essentially , thisamountstomutualsupportforcorpoｭ

ratecombineasawhole.InNovember1997, forexample , supportwasgiventothe

YasudaTrustBankonbehalfoftheFuyoCombine , andinAugust1998supportwasexｭ

tendedtoSakuraBankoftheMitsuiCombineintheformofacapitalincrease.These

actionsrevealincreasingsolidarityandunityamongcombinemembers.

MorerecentlyinNovember1998, FujiBankandDaiichi-KangyoBankannounced

atie-upintheinvestmenttrustfield.Itisgenerallypredictedthatthetwolargebanks

willbecomeevenmorecloselyinvolvedintheyearsahead.Thisdevelopmentisasortof

signalthatwewillseeanincreasingnumberofbank-to-banktiesthatcutacrossthe

boundariesofdifferentcorporatecombines;indeed , itsuggeststhepossibilitythatthe

veryframeworkoftheBigSixcombinesmaybeundergoingatransformation.

Theeffectsofliftingthebanonholdingcompaniesareeventricklingdowntothe

corpor αte grouplevel.Businesscorporationsthatcannotavoidstagnationinthecurｭ

renton-goingrecessionareattemptingtothoroughlyreorganizethemselvesbyselectｭ

ingouttheirmostpromisingareasofbusiness.Implementationoftherecentlegislative

changesiscurrentlyhungupatthedivisioncompanystagewhilevariousrelatedstatｭ

utesandregulationsareworkedout , buti
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Migrationtopureholdingcompaniesisathand.Inthelastfewyears , many
companieshaveexpressedtheirintenttomoveintonewareasthattheyhavepreviously

beenexcludedfrom:finance , securities , insurance , andsoon.Uptonow , ithasbeenexｭ

ceedinglyrareforageneralbusinesscompanytomoveintotheseareas.Thisisbecause

generallyoneofthedepartmentsrelatedtotheparentcompany'sprimaryactivities

wasselectedtotakecareofanydiversifiedneedsofthebusinesscompany.Butifthe

parentisconvertedintoapureholdingcompanythatdoesn'tperformanyprimaryacｭ

tivities , thenislikelythatthebusinesscompanyitselfwilltakecareofthesediversified

needs-includingfinance , securities , insurance , andsoon.Therapidpenetrationintoarｭ

easthatareunrelatedtotheprimaryactivitiesofparentcompanieswillbeinevitable

oncetheprohibitiononpureholdingcompaniesislifted.Wecansafelypredictthatthe

prevailingpatternofcorporategroupsuptonowbasedonareasthatsupportandare

relatedtotheparentcorporation'smainpursuitwillundergoafundamentaltransforｭ

立latlO n .

ThepatternsofcorporateaggregatesinJapanthathaveprevailedforoverhalf

acenturyarenowpoisedtoundergoafundamentalstructuralchange.Whileofcourse

thistransformationwashelpedbytheeasingofregulationsandreformofthefinancial

system(i.e. , thebigbαng) ， therecanbenoquestionthattheliftingofthebanonholdｭ

ingcompanieshasalsohadanenormousimpact.TheJapaneseeconomyunderwenta

majortransformationandgotafreshstartintheaftermathofdefeat50yearsago.

Nowatthethresholdofthe21stcentury , theJapaneseeconomyispoisedtoundergoa

transformationinsimilarproportions.




